
Sandra L. Wagner
Director -
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March 17, 1995

Ex Parte

SBC Communications Inc.
14011 Street, N.W.
Suite 1100
Washington, D.C. 20005
Phone 202 326-8860

MAR 1.., nQ-t ,•• .)

Mr. William F~ Caton
Acting Secretary
Federal Communications Commission
1919 M Street, N.W, Room 222
Washington, D.C. 20554

Re: LEC Price Cap Review. CC Docket No. 94-1

Dear Mr. Caton:

In accordance with the Commission's rules governing ex parte presentations,
please be advised that today, Jeff Olson and the undersigned representing
Southwestern Bell met with James Coltharp, Special Advisor to Commissioner
Andrew Barrett and Richard Welch, Legal Advisor to Commissioner Rachelle
Chong to discuss SWBT's position as reflected in the record of the above
referenced docket.

Please stamp and return the provided copy to confinn your receipt. Please
contact me should you have any questions.

Sincerely,

cc: James Coltharp
Richard Welch

No. of Copies rec'd 0:1-2.­
UstABC DE



NPV @ 11.25% of OWNERS NET INCOME (1995-1999)
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Assumptions A: Initial 1994 Earnings Level
100% B: Alternative Achieved Productivity Profiles

PCI Shar- Add- Sharing A 13.4% 14% 15%
X Cut ino Back Beoins B 4.5% 5% 5.5% 4.5% 5% 5.5% 4.5% 5% 5.5%

3.5% 0% Yes No 16.25% 16.5 16.9 17.2 17.0 17.3 17.6 17.7 18.1 18.3
(approximates current plan) I

Low Option:
4.0% 0% Yes Yes 13.25% 15.2 15.3 15.5 15.2 15.3 15.5 15.2 15.3 15.5
4.0% 0% Yes Yes 16.25% 15.8 16.1 16.4 16.1 16.4 16.7 16.7 16.9 17.1

High Option: I
4.5% 0% No NA NA 16.2 16.7 17.1 16.9 17.3 17.7 17.9 18.3 18.8
5.0% 0% No NA NA 15.7 16.1 16.5 16.3 16.7 17.2 17.3 17.8 18.2
5.5% 0% No NA NA 15.1 15.5 16.0 15.71 16.21 16.6 16.8 17.2 17.6
6.0% 0% No NA NA 14.5 15.0 I 15.4 15.2 15.6 i 16.0 16.2 16.6 17.0
6.5% 0% No NA NA 14.0 14.4 14.8 14.6 15.0 15.5 15.7 16.1 16.5
7.0% 0% No NA NA 13.4 13.91 14.3 14.1 14.5 14.9 15.1 15.5 15.9

15.01
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Low Option:
4.0% 3% Yes Yes 13.25% 14.8 15.1 14.8 15.0 15.1 14.8 15.0 15.1
4.0% 3% Yes Yes 16.25% 14.9 15.2 15.5 15.3 15.6 15.9
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15.8 16.1 16.4

High Option: 'I
17.0 I4.5% 3% No No NA
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5.0% 3% No No NA 14.3 14.8 15.2 ~ 16.0 1 F\ A. 1 F\ R

5.5% 3% No No NA
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13.8 14.2 14.7 j 15.4
6.0% 3% No No NA 13.2 13.71 14.1 "71 .. "
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Value Effects of Regulatory Restrictions

Tightened Sharing Bands:

Current plan vs. 12.25% to 13.25% sharing range (with addback):
• Reduces Value by $1.1B to $l.4B (7% to 9% loss in value)
• Based on industry average performance

1% Increase in Productivity Offset:

Increasing the productivity offset by 1%:
• Reduces Value by approx. $1.2B (70/0 loss in value)
• Value calculation above only considers 5 years. Effect compounds

geometrically each year.

"Per-Line" Common Line Treatment:

Revise Common Line Price Cap Formula to "Per-Line" Treatment:
• Reduces Value by approx. $1B (6% loss in value)
• Effects compound geometrically, like productivity offset.
• Equivalent to 0.7% to 0.8% increase in productivity offset.

Up-Front Redu(~tions in Price Caps:

A 1% ReducLon on Price Cap Indexes:
• Reduces Value by approx. $0.5B (30/0 loss in value)

A 3% Reduction on Price Cap Indexes:
• Reduces Value by approx. $l.4B (9% loss in value)

Notes: Values based on NPV of LEC Net Income over 1995-1999 (5 years).
The value of each variable noted above has been determined
individually. These variables in combination interact, and are
therefore Eot strictly additive.
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'1he Honorable Reed Hundt
Cha1raan
~.r.l C~uft1ca~ionaea..i.~1on

••abl.ng1:an.. D. C. 20554

Deer Mr. ChaJ.rmeiO:

CWA hae long been~ e);)out tbe stabIlity of e-ploymP.nt; 1n
~... t:elecc••un.J.catlOQe :1ndw1ay. OUr -embers at:1I eeger to and
cIe'MX""l t:D be .1lWolv*! tD 1:h8 construction ot the J.n£onletion
hf.gJlwBY of' 1:Nl fiU~. In order for this to occur, the 10cal
~ caapani_ r.-d • X-eQula'tOlY proce•• ~t 1.. -.or- i.n li1\e
,d.~ ocowpe'i..tiva '¥"e8~ and pzoovid.. t:he riOht incanti~. for
large capltal ~turea. 11: 1. for this raaaon that we
.upport; the USTA pl8ft *ilec1 in the Pt"ice cal' proceeding.

ou.ring tho ,..t .ever.I ~, the ee..iaa1on ha. takM strong
act1Q:l to ~ur.oe intentata access 1Ser9'1cua to MOW
OOIIPetitors. 'fddafr CCIII.ti~1ve ace-s•• providArs l cable
co-pani... in't8t1'eJ1:chanQ8 carriers aM other. heve en'tRred and a.te
cant1nuing to ~un; ~ bU81.ne•• , thu. provicl1tag a1terna to!vea to
'the local ..change c;:arri~. We are .lso coa1.ft9 local exch«n~
Uo&L'&W",. I.nY8W'C!.nv i.n 1n~..che.n§e ooeaa. providore outu.idte nf
~r awn 8e%V1OA t41n:1:tortes.

1't is • fac1; t:ha~ tN long bIIul pat't of the intu.-tate
~100c••unica1:1~• .,.-w. alnady he. tT~8 eapactty. We
now have 'the~ of ettract.inv capi~l for t:he construe't.1on of
'the teM gf~... of aLlos Of local faQl U. ties 't:hat requiro
t:echaOlogical upgred1ng •• well as the need to .1ncl:e«se eapftC1ty.
It 1. CNr judglMtftt that t!Wt Price tap plan eel' help pX'Ovlde the
!nean~i'9'8. t~ iAYee1:lMPlt by tho T.ocal bchange carr1et'!J and
thereby create IlAJ\f new e-ploymet1t opportunitiea far Wlton
workera. Aa you a:re .ware. when the conrtruet;J.on of these 10<""..81
·of~ r~· 1.8 cSoM by 1;_ "..1: IlIajot"lty of the coble tX*pantee
or ~he ~. then are few union job. involved. What 1511
geIW'relly involved i •• low wagl'S oontJ.ngent workforce.

By changing the hice cap plan in Uno "1th the proposed
altax'nat.ive, we baU."" 'the .kiUed union wo%'ktoroo "ill he.ve a
IIUCh be't'ter cha.l'lCG to parttc.1pate in the b\la1ne~ of thp. future .
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~e. in the 'i'.Y the FCC regulate. locasl exChange carrier
cJeprecla1:1on 4:i .1eo critical. The present 8yt:l~ un£Q1rly
dl8Cr1Iaine1;es ~ local oarriers in favor o~ cablo coaapanies,
CAP8 and tnt.re Qhange carrier.g.

Pl.... g1ve BQJ:'~LO\dl OOnaiderat1on to our vlelJ8 on this i8SUC.
CIIA lleWbara t fjUUJ:1I pertici pl'lion in the information age
.Ln~~••trua1:Ure. closely tied to t;n. fu~. ~lth of" the lor..al
~ 1QC1ua ".'7- ,.h:t.s 1s an opportunJ.ty to ..ke a real impact
for t~ vork4Q~. who helpad huild the be$t teleex-unicat1.ans
J.~try in the world.
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